This note reflects work which has been proceeding in the IDS on the potential impact of trade liberalization in developed countries on unemployment and poverty in developing countries, (Singeretal.). This work is set in the context of the general concern of the Institute with problems of employment and income distribution in poor countries. Our interest has therefore been less in the overall benefits from trade than in the distribution of those benefits -that is, the degree to which increased export opportunities could help to relieve poverty and unemployment in all developing countries, and could be of particular assistance to the poorest and least-developed countries. The work has two principal elements: first, the construction of a framework for analysing the impact of trade liberalization, and second, the implications of such an analysis for a poverty and unemploymentoriented trade liberalization policy in developed countries.
Traditional trade theory argues that the benefit of trade liberalization to exporters is that it increases their export earnings. It does so in two ways:
it can raise the price received by exporters for their existing exports. This will normally be the immediate effect of tariff preferences or reductions in the general levels of import duty; the level of increase depending on the relative supply and demand elasticity in the exporting and importing countries; it can lead to an increase in the quantity of exports.
In the short run (when productive capacity in the exporting country may be assumed to be fixed) it can bring unused capacity into production. In the long run, it can lead to investment in the export industry and a consequent increase in export capacity. The extent to which this happens will depend on the long-term elasticity of supply *Percy Selwyn is a Fellow of the Institute of Development Studies, currently working with the Ministry of Finance, Mauritius. of the export and the duration and certainty of the liberalization measure in question. Short duration or uncertainty (e.g. variable quotas or escape clauses) may inhibit the investment required to increase export capacity, and will thus lessen total benefit. This benefit is achieved at some cost in the exporting country. The extent of this cost will depend on the level of unused resources in the country -i.e. the scope for vent from surplus.
In so far as countries tend to export goods which are intensive in locally plentiful factors of production, the neo-classical theory would argue that an increase in exports from poor countries, where labour is plentiful and capital scarce, would tend to favour labour-intensive industries and would thus be particularly beneficial for employment.
Since labour is less productive in poor countries than in rich countries (being combined with smaller average capital inputs) an increase in exports from poor countries which replace domestic production in rich countries will create more direct jobs in the exporting country than are lost in the importing country.
The most recent empirical study in this area is that carried out for the ILO by Lydall, who distinguishes four effects on employment of increased exports (his work is confined to manufacturers and processed products).
These are: the direct effects on employment in the exporting and importing countries. These are the additional people employed in the export industry and the fall in employment in the industry in the importing country; inter-industry or linkage effects on employment in the exporting country. These are the additional jobs created in industries producing direct or indirect inputs for the export industry, and are estimated by the use of input-output tables; multiplier effects on employment resulting from the additional domestic expenditure generated by incomes in the export industry. These are calculated by Lydall from data on import propensities; expenditure effects, or the impact on employment in developed countries of increased developing country imports resulting from these increased exports. It is assumed that all the additional export earnings are spent directly or indirectly on imports from the developed countries.' This model is necessarily simplified, and many factors which are not easily susceptible to cross-country analysis have been ignored. But on the basis of his framework, Lydall's conclusions tend to confirm the presumptions of the neo-classical approach. Generally, the poorer the country, the more jobs are created for a given quantum of increased exports. Thus, whereas over ten jobs will be directly created in a country with an average per capita income of $100 for each additional $10,000 of value added in industry, under three jobs will be created by a similar increase in industrial exports in a country with an average per capita income of $1,000. The actual number of jobs created will of course vary from industry to industry, and the variation between the labour requirements of labour and capital intensive industries will be larger in poor than in rich countries. Thus whereas the ratio of additional employment created by a quantum of exports in labour and capital intensive industries in a country with an average per capita income of $1,000 is 2.4:1, the ratio in a country with an average per capita income of $100 is 3:1. But these proportionate comparisons understate the differences. In absolute terms, the difference between the employment created by labour and capital intensive industries is 4.5 times as great in the $100 per annum country as in the $1,000 per annum country. Thus measures designed to increase exports of labour-intensive products are likely to have most direct impact on employment in the poorest countries.
Similarly, Lydall's estimates not only confirm that the direct loss of jobs in importing countries as a result of trade liberalization is far smaller than the number of jobs directly created in the exporting countries, but also suggest that, when the secondary effects on developed countries' exports are taken into account, there can, at least in respect of some industries be a net increase in the total level 'With the increases in oil prices, this assumption appears less plausible. For countries where oil will account for a high percentage of expenditure on imports, much of any additional export earnings may end up as additions to the reserves of oil producing countries. of employment. It is misleading to consider trade liberalization by rich countries as in some sense a 'concession'; rich and poor countries are playing a non-zero sum game, in which both may benefit as a result of more liberal import policies in the developed world.
We may use calculations of this kind to make a rough estimate of the total potential impact of trade liberalization on employment in developing countries. Thus, between 1955 and 1970 All this is consistent with the neo-classical view of world trade. Its weakness lies in its omission of social, political and institutional factors which profoundly affect the distribution of benefits from trade. The only qualifying factor which Lydall, for example, takes into account is income per head in the countries concerned. But there are many other complicating and modifying elements which need to be brought into the calculations: if production and trade are under the control of multinational companies with a narrow range of activities, both linkage and multiplier effects may be very weak. Linkages may be primarily with activities elsewhere in the corporation's network. Since much of the export revenue may be exported in the form of profits, dividends, service payments and management charges, the local multiplier impact will be weak. Moreover, the input-output type of analysis is static; it does not take into consideration the longer term impact on employment. This will depend on the level and disposition of the surplus derived from export production. If the surplus is channelled abroad, the long-term effects on employment may be very feeble; if the local social structure and political system operate in such a way as to encourage a high degree of inequality, the benefit of export industries to the poor will be very limited. Moreover, such inequalities may involve both a high demand for imports and the leakage abroad of much of the surplus accruing from export industries. Similarly, government policies in many areas such as taxation, education and technology will substantially influence the direct and indirect effects of export industries; (c) if export industries develop at the expense of industries which previously served the domestic market, there could well be a net loss of jobs. The export industry, designed to meet foreign demand for standardised products, might both use more capital intensive methods than industries for the home market and draw to a greater extent on foreign inputs.
Thus, although the neo-classical approach suggests the potential benefits to employment and poverty relief accruing from the expansion of trade, the degree to which these benefits are actually realized will depend on institutional, political and social factors which are outside its range. This has important policy implications. If developed country governments wish to liberalize trade in ways which will provide most benefit for employment and the relief of poverty, they will necessarily give first priority to labour-intensive products (although these are normally 'sensitive' industries in the importing countries, which exert pressure for protective policies). But beyond this, there may be an argument for trade liberalization to be confined to products originating in countries where the social, political and institutional framework is such that there is a fair presumption that poverty will be relieved and employment created. Country selectivity could be understood in a narrower sense. Thus trade liberalization could be applied specifically to the poorest and least developed countries. However, such selectivity would involve first, a difficult (and highly political) task in identifying the countries who would receive the benefits of such liberalization, and secondly, discrimination against the other developing countries. Both the neo-classical theory and Lydall's work would imply that the liberalization of imports of labour-intensive products would be most employment-creating in the poorest countries, if they are in a position to expand their exports. But the growth in export capability will depend less on market access as such than on the supply of relevant know-how, the adaptation of institutions and the transformation of local economies. Thus the selective application of trade liberalization to the poorest countries might in any event be ineffective in stimulating employment-creating exports.
Although our approach would suggest that there is no certainty about the employment stimulating effects of trade liberalizatioh measures, the attempt to cope with this problem through systems of country-selective trade concessions has severe disadvantages. If this view is accepted, it follows that there is no way of directly matching trade liberalization measures with the creation of employment in developing countries. All that trade liberalization can do is to create the possibility of more effective poverty and unemployment policies inside developing countries. It cannot of itself ensure that such policies will be formulated or implemented.
But this does not mean that there are no criteria which can be applied to trade liberalization measures so as to increase their relevance to employment creation programmes. The following are some obvious considerations:
(a) Products. We have already argued that first priority should be given to the liberalization of trade in agricultural products and labour-intensive manufactures (including craft products). Unfortunately it is in this area that trade liberalization encounters most opposition in developed countries. The farm lobby in the EEC and the political influence of manufacturers of labour intensive products are two well-known examples. As Hans
Singer has said the export of labour-intensive products from developing countries attracts restrictions as a jam-pot attracts wasps. Such a liberalization policy is therefore inseparable from effective adjustment assistance and regional policies inside developed countries.
Foreign Exchange. The increase in oil prices has served to highlight the balance of payments constraints governing employment policy in many developing countries. In some of the poorest countries, the most immediate prospects for increasing foreign exchange earnings lie in the processing of their own raw materials or agricultural products. The lowering of rates of effective protection on such industries in developed countries could therefore be of special help in this area. Duration and Certainty. The benefits of trade liberalization take time to work themselves out. This is especially so in the poorest exporting countries. But in all countries any sizeable increase in exports will involve new investment in the export industry, and this will be deterred if trade liberalization measures are of short duration or uncertain application (e.g. through variable quotas).
We have argued that a neo-classical analysis of the impact of exports on employment is inadequate. But the policy measures which we suggest for developed country liberalization policies are in fact indistinguishable from those suggested by neo-classical economists (see e.g. Johnson) . This conclusion may appear paradoxical. What it implies is that, in so far as social, institutional and political structures inside developing countries stand in the way of an ideal pattern of income distribution or employment creation, this can be remedied only by the people of the exporting country itself. If these constraints reflect the working of a world system of concentration of power within a few multinational corporations, developed country policies which do nothing about the structure but which attempt, within this framework, to favour those countries which appear best to surmount the constraints, appear doomed to failure. Any selective trade policy, however well-intentioned, will be caught up in the system and will merely serve in the end to aid the interests of the existing power structure. 
